EXECUTIVE SUMMARY 


LikeMinds Vision 


The advent of the Internet is having a profound impact on the direct marketing and retail 
worlds. The Web’s emergence as a new real-time interactive mass media and distribution 
channel for goods and services is causing marketers to re-examine what they are doing, 
how they are doing it, and why. Technologies and methodologies once revered as cutting 
edge are questioned because they were not designed with the interactive age in mind. 
Specifically: 


e Surrogate targeting methodologies such as demographics and psychographics have 
been exploited to the maximum extent, but they are not accurate enough for real-time 
one-to-one marketing. New tools are needed that work on immediately available, 
behavior-based transaction data which is inherently more reliable. 


e Current clustering methodologies and algorithms require lots of data to arrive at 
reasonably accurate predictions. With small amounts of real-time data, they deliver 
unsatisfactory results. 


e Techniques in data mining and knowledge discovery designed for batch computations 
fail to handle real-time demands. 


e As retailers evolve their businesses online, no analysis tools are available to build 
synergies between their traditional channels (direct mail, tele-marketing, brick-and- 
mortar retail) and the new online interactive world. 


LikeMinds Inc. solves these problems for retailers and direct marketers by introducing 
innovative predictive modeling and target marketing software geared to the interactive age. 
LikeMinds’ solutions are not just re-engineering of old technologies and tools, but are new, 
innovative solutions designed to meet modern marketing requirements. Whether a retailer 
or direct marketer is online yet or not, LikeMinds solutions accurately target the right 
products to the right consumers and improve performance where it counts... at the bottom 
line. 


The marketing world is going through a paradigm shift. The old targeting methodologies of 
demographics (targeting based on who you are) and psychographics (targeting based on 
what you think) were designed to serve the print, radio and TV mass communications 
media of the 20" Century. But for the real-time, interactive age of the 21% Century 
something radically different is needed. We are at a golden moment in marketing history 
and marketing professionals are looking for leadership into this new era. LikeMinds Inc has 
the technology and the solutions to be that leader. 


Mission Statement 


LikeMinds provides customized predictive modeling and target marketing software that 
maximizes profits for retailers, direct marketers, manufacturers and distributors by precisely 
targeting the right products to the right customers. 


Business Description 


LikeMinds sells software that solves mission-critical retail and direct marketing business 
problems, such as improving turn-rates, reducing returns, personalizing catalogs, 
increasing up-sell rates, and liquidating inventory to increase revenue. LikeMinds software 
improves its customers “share of wallet” by turning purchase data and other readily 
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available data captured online or off into highly accurate customer targeting and product 
purchase predictions. 


LikeMinds solutions are built on proven personalization technology and powerful, innovative 
statistical and analysis software on which it holds key patents. Its technology is 
distinguished by the ability to use individual user profiles and purchase information, and 
SKU level sell-through and other readily available data in customer data warehouses, to 
quickly and accurately predict consumer-to-product and store-to-product relationships. 
LikeMinds solutions directly and measurably contribute to a company’s bottom line. 


Target Customers 


LikeMinds leverages one sales channel to sell into both the online and offline commerce 
markets. LikeMinds customers are the marketing departments of Fortune 1000 retailers, 
direct marketers, manufacturers and distributors responsible for delivering bottom-line 
improvements in offline commerce as well as developing online commerce. LikeMinds 
products appeal to marketers because they recognize that improvements of fractional 
percentage points in direct response rates or inventory turn rates can net millions of dollars 
in increased sales. 


Target Market 


Any company with a catalog or database of products to sell is a potential LikeMinds 
customer. But, LikeMinds greatest opportunity is in the direct marketing industry because 
that industry is traditionally database and response rate driven. LikeMinds solutions can 
improve both offline direct mail and online response rates. This industry includes traditional 
direct marketing companies such as catalogers, continuity clubs, and tele-shopping 
merchants as well as advanced retailers and wholesalers/distributors that are taking 
advantage of supply chain integration to broaden their reach and expand their brand. This 
is a market LikeMinds can dominate today, with a huge upside, as traditional mass 
marketers inevitably move to the Web as a new more efficient marketing medium and lower 
cost distribution channel. 


LikeMinds is actively engaged with prominent direct marketers to prove that its precise 
targeting software can improve response rates, and with leading manufacturer/distributors 
to demonstrate its predictive modeling software can accurately project inventory stocking 
levels to maximize future sales and profits. 


Offline Market Size 


According to the Morgan Stanley Internet Retailing Report (released July 1997) total 
consumer retailing in the US generated $2.5 trillion in revenues in 1996. About 5 percent or 
$113 billion was generated by consumer/mail order direct marketing. The average 
response rate in the direct marketing industry is 2-3%. Improving response rate by one-half 
of 1 percent yields a $24 billion return. Assuming direct marketers are willing to spend 1 
percent of total revenues on software to improve the bottom line by $24 billion sets up a 
potential market for LikeMinds software of $1.1 billion. 


Online Market Size 


Forrester projects that the market for Internet commerce servers will grow from $22.4 
million in 1997 to $3.2 billion by the year 2000. The commerce server market segments into 
3 areas of needs or opportunities: 1) pre-sales which includes shopping and browsing tools 
(like catalog interface and navigation devices, personalized shopping assistance and 
promotions; 2) sales which includes order taking, credit card or P.O./invoice verification, 
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and sales tax calculation; 3) post sales which includes purchase analysis and sales 
projections. 


LikeMinds provides highly valuable pre-sales and post-sales solutions to online businesses. 
LikeMinds software enables Web retailers to collect data from users and use that data to 
present real-time customized on-screen offerings, while efficiently helping them analyze 
and mine customer data for better target marketing. Given a $3.2 billion total market 
projection by the year 2000, and assuming each segment is approximately equal in size, 
the pre-sales and post-sales segments each represent a $1 billion opportunity for 
LikeMinds. 


LikeMinds Product Strategy 


LikeMinds is uniquely positioned to help direct marketers bridge the offline and online 
markets. LikeMinds vision goes beyond that of online personalization companies and 
beyond that of the geo-demographers and data miners who have dominated traditional 
offline modeling and analysis. LikeMinds technology solves problems faced by retailers and 
direct marketers today, and is designed for the real-time interactive marketing needs of the 
future. 


LikeMinds uniquely offers solutions that help direct marketers improve “wallet share” by: 


e Suggestive selling (product level recommendations) 

e Up-selling (immediate just-in-time product promotions while a customer is on the phone 
or online) 

e Cross-selling (identifying promotional items likely to be purchased by a customer 
across various categories of products within a retailers product line or catalog) 

e Cross-over selling (moving a customer from retail outlet to catalog and back) 

e Prospecting (identifying new targets for products) 

e Pruning (deciding when to remove a customer from the database) 


LikeMinds Products 


a WebSell 


Web Sell is designed for online catalogers and retailers. Web Sell answers the question 
“Here is consumer X, what products are he/she likely to purchase right now?” 


Web Sell puts an individual consumer at the center of his/her own cluster in real time, 
online, and accurately predicts what products he/she is likely to purchase for online 
suggestive selling, up-selling or cross-selling applications. 


a DirectSell 


DirectSell is designed for traditional catalogers, tele-shoppers, and retailers. DirectSell 
answers the question “Here is consumer X, what products are he/she likely to purchase in 
real-time or in the future?” 


DirectSell predicts in real time the products a consumer is likely to purchase based on 
consumer profiles and purchase history obtained from customer databases or from the 
current transaction (typically the phone). DirectSell supports up-selling, real-time cross- 
selling, extended time cross-selling (future specialized catalogs or promotions directed at 
the consumer), and cross-over selling (items from catalogs available in retail outlets and 
visa versa). DirectSell also supports creating product clusters (I.E. for product X here is a 
cluster of most likely buyers.) 


LIKEMINDS BUSINESS PLAN 6 


a SellThru 


SellThru is for traditional retailers. Se//Thru answers the question “Here is an individual 
retail store X (a door), what inventory should it carry? Or here is Tele-Store X, what 
inventory should it offer at what time of day?” 


SellThru puts an individual store (door) or time-slot at the center of its own cluster and 
determines the products (SKUs) most likely to sell-through and predicted sales volumes for 
each product. 


a FocusSell 


FocusSell is for retailers who also have an online store or catalog. FocusSell answers the 
question “Here is store X, what inventory should it carry based on a “virtual statistical 
sampling” of individual consumer purchase data captured from several sources?” 


FocusSell uses historical data (SellThru data by SKU or product category and purchase, 
return, and similar data from actual customers either online or from catalog sales). It puts 
an individual store at the center of it’s own cluster and finds a virtual statistical sample of 
people out of your online or catalog database whose purchase patterns replicate actual 
sales to accurately predict the products most likely to sell-through. 


Investment Sought 


LikeMinds is currently seeking $5M in venture capital to build a larger software engineering 
team and further accelerate development and marketing of our products. The funds will be 
used primarily to hire engineering, marketing, and sales personnel. LikeMinds projects $3.9 
million in revenues in 1998, and $10.8 million in revenues for 1999, assuming funding by 
December 1997. LikeMinds will turn profitable in the year 2000, and will grow to $134M in 
revenues and $32M in profits by 2002. 


Key Points 


e LikeMinds' offers complete vertical software solutions in multibillion dollar markets, 
specifically retail, direct marketing and product distribution. With LikeMinds technology, 
customers can increase sell-through, decrease marketing costs, improve customer 
retention and safely experiment with new product offerings. 


e It’s estimated that the company's online and offline software systems will have payback 
periods of as little six months. 


e The company owns issued patents in computer-assisted direct marketing, collaborative 
filtering and parallel processing that it can apply to new horizontal technologies and 
vertical markets. LikeMinds continues to file new patents in related areas to solidify its 
competitive position. 


e LikeMinds forecasts that initially 10% of revenue will come from transaction-based 
yearly license fees, but recurring revenues are expected to grow to more than 40% 
within four years. 


e LikeMinds current customers include an industry leading direct marketer (Columbia 
House) a foremost entertainment company (HBO/Cinemax) and a pre-eminent 
manufacturer/distributor (Levi Strauss and Co.). Additional top-tier customers are 
seriously interested in doing business with us. 
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BUSINESS PLAN SUPPORTING ANALYSIS 


Industry Trends 


Channel Consolidation 


Information technology and the Web are having a dramatic impact on the traditional model 
of distributing products and services. 


Old Distribution Model New Distribution Model 
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Figure 1. Supply Chain Integration 


The Web makes possible a direct link between the consumer and the manufacturer or 
distributor, not just in product flow but in information flow as well. Manufacturers such as 
Levis will soon be using the Web to sell personally tailored 501s direct to individuals. Book 
retailer Barnes & Noble recently launched a retail store on the Web. Even distributors such 
as Ingram Entertainment (the worlds largest distributor of books and videos) are launching 
web sites to sell direct to the consumer. As more manufacturers, distributors, and retailers 
launch commercial Web sites the traditional lines between them are blurring. 


The consolidation of the traditional supply chain provides opportunities for a company that 
offers products that recognize and leverage this trend. LikeMinds solutions improve both 
offline and online marketing and distribution efficiency. Plus we uniquely enable our 
customers to exploit one to improve the other. For example, LikeMinds web-based target 
marketing software increases sell-through in a company’s online store, and can 
automatically assemble statistically reliable samples that identify high-revenue inventory 
recommendations for a company’s traditional retail outlets.. 


Retail and the Web 


The U.S. retail market in 1996 was $2.5 trillion dollars. Of that total the mail order/direct 
marketing industry totaled roughly $371 billion in sales. ($113 billion in consumer and $258 
billion in business-to-business). While it took 20 years for direct marketing to reach this 
level, Morgan Stanley believes that Internet retailing will reach the same sales volume in 5- 
8 years, for two reasons. First, the Internet is growing at an unprecedented pace. From 
35M users today, the Internet is projected to grow to 157M in 2000. 


LIKEMINDS BUSINESS PLAN 8 


(Millions) 





1996 1997E 1998E 1999E  2000E 


USERS OF: 

PCs 167 191 219 246 269 
E-Mail 60 80 130 180 200 
Intemet/Web 28 46 82 134 157 


Online/Hybrid 13 18 23 27 30 
Table 1 World Wide Connectivity Market 


Second, the Internet is being deployed more rapidly than any technology, as illustrated by 
the chart below. In addition, people are becoming more squeezed for time and are looking 
for more efficient ways to accomplish mundane tasks such as shopping, banking, and gift 
giving. “To the extent that new [Internet based] applications can facilitate improvement of 
hard-pressed lifestyles, the electronic delivery of retailing may well have its greatest 
potential. The mail-order paradigm in my view, is just the tip of the iceberg,” says Morgan- 
Stanley Chief Economist Stephen Roach. 


Number of Years for New Media to 
Reach 50 Million U.S. Home 





Figure 2. New Media Reach 
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OPPORTUNITY 


Consumer Retail and Direct Marketing 


The retail and direct marketing industry is eager to find better, more sophisticated targeting 
solutions and ways to improve customer “share of wallet” in their traditional business. How 
to get the right product to the right consumer? How to get the right inventory to the right 
stores? They also know that the Web offers an unrivaled opportunity to lower distribution 
and marketing costs while improving consumer intimacy. Every merchant faces these 
challenges: 


e Increase Response rates, Up-sell and Sell-Through 
e Increase sales rates per transaction 

e Decrease consumer return rates 

e Enhance “customer intimacy” 

e Build loyalty and repeat use 

e Manage inventory selection and distribution 

e Minimize out-of-stocks and retailer returns 

e Recover lost customers 

e Maximize return on marketing expenditures 


As Internet commerce explodes, merchants will need solutions that work both online and 
off...on the Internet and with a company’s traditional supply chain infrastructure. Whether 
you operate online, on TV, over the phone, through the mail, or face-to-face with the 
consumer, the problems are the same. Solutions that leverage both the traditional offline 
business and the emerging online business will be in demand. LikeMinds has those 
solutions. 
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BUSINESS STRATEGY 


Business Description 


LikeMinds sells software that makes customers money. LikeMinds customized predictive 
modeling and target marketing solutions maximize profits for retailers, direct marketers, 
manufacturers and distributors by precisely targeting the right products to the right 
customers.. 


While broadly applicable to any enterprise that sells a good or service, LikeMinds 
technology is especially applicable to enterprises that generate behavior-based data in the 
course of doing business (e.g. direct marketing). This data may only be a historical record 
(e.g. purchase history, invoices, returns, responses to promotions, or customer feedback) 
of what a customer has done, but buried in that data is information about what will likely 
happen in the future (e.g. customer spending habits, product likes and dislikes). 


A market exists for technology that can help businesses make sense of this data, and 
improve sales and profitability by understanding and serving customers better. LikeMinds 
products improve profitability by using offline data such as past purchasing behavior, or 
online data such as ratings, click-throughs or page views to (i) indicate likely products for 
purchase (ii) prioritize sales and promotional efforts to existing customers based on 
historical buying patterns, (iii) predict consumer-product relationships and store-product 
sell-through, with extremely high accuracy and a minimum of information, in real time. 


Cybergraphics 


Offers and Product 
purchases Predictions 


User mme | Cybergraphic People 
preferences Analysis Matching 





Ad clicks and One-to-one ads 
non-clicks and promos 


Figure 3. Cybergraphics is behavioral graphics 


As companies gather increasing amounts of data about their customers, a lack of tools 
impedes marketers from mining these databases for “predictive data” about consumers 
tastes and preferences. Demographics and psychographics help marketers cluster people 
into target markets. But computers and the advent of the Web, make possible a new and 
more powerful marketing currency; Cybergraphics™. Where demographics defined 
markets by “who you are” and psychographics defined markets by “how you think”, 
Cybergraphics™ is behavioral graphics. It defines markets based on “what you do”. Your 
actual purchase decisions. Your real product likes and dislikes. With Cybergraphics ™ 
marketers can execute true one-to-one marketing where every individual or every store is a 
market. Every individual gets a personalized catalog. Every stores gets its perfect 
inventory. 
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Figure 4. Every individual and every store a market. 


LikeMinds unique advantage is that unlike any other data mining tool, and superior to other 
collaborative filtering engines, LikeMinds patented technology creates more highly refined 
clusters of similar items (people, products, ads, or even entire stores). Other data analysis 
methods typically segment similar items into clusters and generate predictions which are 
essentially the average of all items in the cluster. LikeMinds creates a separate cluster for 
each item of interest and places the target individual or store at the center of its own 
cluster. The data is analyzed to find similarities, and those stores or individuals that most 
closely match the behavior of the target individual or store become its predictors. Creating 
an individual cluster for every item and using LikeMinds more sophisticated clustering 
algorithms results in predictions that are highly accurate even with small amounts of data. 
This is important for applications where the number of items is relatively small and 
accuracy is critical, such as projecting product sales or inventory stocking levels. 


LM PRODUCTS 


Product Overview 


LikeMinds products are architected as a set of layers. The bottom layer is LikeMinds 
patented collaborative filtering engine. This forms a core technology base and a core set of 
correlation functions: relations, predictions, recommendations, clustering. The applications 
programming interface or API to these functions is called the Cybergraphics™ API. As 


LikeMinds develops, acquires or licenses new technology it will plug in at this layer and 
provide additional API. 


The Cybergraphics API is the foundation for a set of horizontal applications, or building 
blocks, upon which to build solutions for specific vertical markets (entertainment, 
retail/direct marketing, and manufacturing/distribution). Examples are Web Sell-based 
suggestive selling applications for Cinemax, HBO, and Columbia House. Each vertical 
solution is designed to allow further penetration in its specific market. 


LikeMinds Layered Architecture 
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Figure 5. LikeMinds Architecture 











LikeMinds Correlation Engine 


The sophisticated algorithms used in LikeMinds engine not only make it highly accurate, 
but enable features not available in other correlation technologies that are commercially 
available. US Patents 4,870,579 and 4,996,642 issued in 1989 and 1991 cover our 
algorithm. These patents broadly protect the most accurate form of collaborative filtering, 


which compares the ratings of two or more users, and assigns weights based on the 
similarity of ratings. 
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LikeMinds Horizontal Applications: Building Blocks for Vertical 
Solutions 


LikeMinds horizontal application layer is a modular set of building blocks that operate 
independently or together to create complete solutions for direct marketing, demand 
forecasting, production planning and inventory management applications. 


Preference Server 


LikeMinds Preference Server learns consumer tastes and preferences and make accurate 
predictions using patented, highly accurate, collaborative filtering technology. Sophisticated 
data management and filtering algorithms allows Preference Server to handle applications 
with millions of users and millions of products. 


LikeMinds Projector 


Preference Server and Projector essentially perform the same function—comparing 
individuals to others to find mentors, then use the mentors to predict future behavior for the 
target. However, Preference Server operates in a fixed range of values bounded by values 
indicating “Loved It” and “Hated It”, while Projector operates in a range not bounded as 
above. 


Preference Server is used for individual direct marketing applications, while Projector is 
used to compute quantities, as in SellThru. These two functions are sufficiently different 
that LikeMinds has separate infrastructure components to handle them. 


People Server 


LikeMinds People Server uses a database of consumer product preferences generated by 
Preference Server or personality profiles from another source to identify and assemble 
groups of like-minded people. People Server can create clusters of like-minded people for 
chat, forums and online research purposes. It can also segment people in a database into 
marketing clusters for direct marketing campaigns, creating what we call a “many-to-one” 
marketing environment. 


LikeMinds Key 


LikeMinds Key is an Open Profiling Standard compatible electronic token that accesses 
user profile information, provides access to any LikeMinds-enhanced site. The Key also 
makes it possible for our customers to share or sell their Cybergraphic data to other 
LikeMinds sites. 


Vertical Solutions 


WebSell 


WebSell is targeted at online catalogers and retailers. WebSel/ puts an individual 
consumer at the center of his/her own cluster in real time, online, and accurately predicts 
what products he/she is likely to purchase. 


Product Components 

e Preference Server 

e Web Interface Templates 
e Database Interface 
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Data Inputs 

e Explicit data (preference info entered by the user online in real time) 

e Implicit data (tracked online data in real time) 

e Historical data (purchase data, etc, stored in a database from previous interactions or 
transactions) 


Applications 

e Suggestive selling: “Here are products we think you'll like”. 

e Up-selling: “With your purchase of X, would you also be interested in Y”? 
e Cross-selling: “Here are a number of items on special TODAY just for you” 


DirectSell 


DirectSell is targeted at traditional catalogers, tele-shoppers, and retailers. DirectSell 
predicts in real time the products a consumer is likely to purchase based on consumer 
profiles and purchase history obtained from customer databases or from the current 
transaction (typically the phone). 


Product Components 
e Preference Server 
e Database Interface 


Data Inputs 
e Historical data (purchase data, returns, etc from previous interactions or transactions) 
e Explicit data (current transaction occuring over the phone) 


Applications 

e Up-selling: “With your purchase of X, would you also be interested in Y”? 

e Cross-selling real time: “Here are a number of items on special TODAY just for you”. 

e Cross-selling extended time: Specialized catalogs or promotions directed at the 
individual. 

e Cross-over selling: Here is what you can find at your local retail outlet from our catalog 
or visa versa. 

e Product Clusters. For this set of products, here is a list of the people likely to be 
interested. 


SellThru 


SellThru is designed for traditional retailers, manufacturers and distributors. Sel/Thru puts 
an individual store (door) or time-slot at the center of its own cluster and determines the 
products (SKUs) most likely to sell-through and predicted sales volumes for each product. 


Product Components 
e Projector 
e Database Interface 


Data Inputs 
e Historical data (sell-through data by SKU or product category) 


Applications 

e Non-inventory predicted sell-through and volumes 

e Inventory that could have sold more and predicted volumes 

e List of “mentor” stores that most closely match a given store’s sales profiles 
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FocusSell 


FocusSell is for tradititional retailers, manufacturers, and distributors who also have online 
store(s) or catalogs. FocusSell puts an individual store at the center of its own cluster and 
finds virtual people out of your online or catalog database whose purchase patterns 
replicate actual sales to accurately predict the products most likely to sell-through. 


Product Component 

e Preference Server 
e Projector 

e Database Interface 


Data Inputs 
e Historical data (SellThru data by SKU or product category AND historical purchase, 
return, etc data from actual customers either online or from catalog sales) 


Applications 

e Non-inventory predicted sell-through and volumes 

e Inventory that could have sold more and predicted volumes 

e Predicted sales volumes for products considered for stocking in a retail store 


Pricing 

LikeMinds provides high-value solutions to specific business problems. As such, LikeMinds 
products require substantial integration with a customers existing data and back office 
infrastructure, and in the case of WebSell with their online commerce site as well. The high cost is 


not a barrier to LikeMinds target customers because it’s only a small fraction of the immediate 
payback generated by deploying LikeMinds solutions. 


LikeMinds intends to offer flexible pricing options to customers based on who bears the risk in 
developing the application. If the customer wishes LikeMinds to assume most of the risk developing 
the application, LikeMinds will charge low upfront fees and relatively high usage or transaction fees. 
If the customer is willing to assume the risk LikeMinds will charge high upfront fees and low usage 
or transaction fees depending on the upfront fee. The following table estimates the average fees 
LikeMinds will charge customers for each application. 


Product License Fee Installation/Customization 
WebSell $50,000 $50,000 
DirectSell $175,000 $50,000 
SellThru $175,000 $50,000 
FocusSell $225,000 $50,000 


Table 2. LikeMinds Product Pricing 
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COMPETITION 


Introduction 


LikeMinds’ exclusive patented collaborative filtering technology exploits small amounts of 
purchase and preference data to make accurate predictions of consumer behavior. Its 
technology is designed to work on and off the web. 


LikeMinds and its products fit in several technology areas: collaborative filtering, data 
mining, and direct marketing. Understanding the competitive climate requires identifying 
likely competitors. 


Four features distinguish LikeMinds technology from competitors. 


1. Ability to predict consumer-product relationships and store-product sell-through, with 
extremely high accuracy and a minimum of information, in real time. 


Product offerings in both online and offline spaces. 


Ability to marry online automated focus groups with offline product distribution 
recommendations. 


4. Products that directly and measurably contribute to a company's bottom line. 


Collaborative Filtering 


Collaborative filtering companies use various algorithms to sample information from a 
target person, find like-minded people, then use those like-minded people to predict how 
the target person will behave. This particular area of statistical analysis is the most 
sensitive to accuracy, because individual users can see whether the technology accurately 
predicts their tastes. All relevant collaborative filtering companies have web applications. 


Other companies in this area include Firefly and Net Perceptions. Firefly has a data-broker 
business model, with a side-business in selling tools. Its data-broker model has alienated 
some customers, and has caused others, such as Barnes and Noble, to require exclusive 
rights to the technology within their product area. 


We believe Firefly uses a clustering algorithm that finds disjoint clusters of like-minded 
people, then computes the mean of each cluster to predict consumer preferences. The 
result of Firefly's algorithm is perceivably worse. In a focus group study, 85% of the 
respondents who experienced both Movie Critic and Firefly preferred Movie Critic’s 
predictions. 


Net Perceptions sells a software development toolkit and consulting. Based on experiments 
with NP demonstration sites, they now appear to be using an algorithm similar to Firefly’s. 


LikeMinds, though it started in collaborative filtering, is quite different from others in the 
field. No collaborative filtering companies besides LikeMinds have offline applications. 
LikeMinds is a collaborative-filtering pioneer, holding the only issued patents in the field. 
The first two LikeMinds patents were filed in 1987 and 1989, and issued in 1989 and 1991, 
long before the phrases "collaborative filtering" or even "the Web" had been coined. 
LikeMinds has filed an additional patent in 1997 covering its innovative cold-start system, 
and its parallel processing model. 


Finally, unlike any collaborative filtering company, LikeMinds offerings focus on revenue- 
enhancing vertical applications for direct marketing and product distribution. Because 
LikeMinds products provide a measurable payoff to customers, LikeMinds can charge more 
for its products than competitors. 


LIKEMINDS BUSINESS PLAN 17 


Direct Marketing Cooperatives 


Several direct-marketing service cooperatives provide complete solutions to catalog 
marketers, providing prospect lists, mailing promotions, creating campaigns and analyzing 
data. Only the data services compete with LikeMinds. 


Data services provided by cooperatives include prospect analysis, list trimming and cross- 
selling analysis. Prospect analysis gives catalog marketers potentially new consumers. 
List trimming eliminates future non-performers from consumer lists. Cross-selling analysis 
provides suggestions for products that should be sold together. 


In exchange for providing their own customers to the co-op, retailers and direct-marketers 
obtain new prospects in return. Many direct-marketers provide only non-performing or 
former customers to the cooperative, which diminishes the value of the data. 


Direct-marketing co-ops include Abacus Direct, Direct Marketing Technology, Database 
America, and Acxiom. These companies typically store enormous quantities of data, and 
frequently use tools built by outside vendors to analyze the data and supply prospects. 
Most rely heavily on geo-demographic surrogates to help classify and cluster consumers 
and products. 


We view service co-operatives as potential customers for our products. However, we also 
believe that top direct marketing retailers do not share active customer lists with co- 
operatives, making them additional customers for our products. 


Data-Mining and Knowledge Discovery 


Data-mining companies provide tools that help their customers identify patterns and trends 
in data, and make predictions. Most of these tools are "data visualization" tools, relying on 
human interpreters to identify patterns and trends, and make predictions and 
recommendations. Examples of visualization companies include Cognos and Pilot 
Software. 


A few data-mining companies provide tools that can produce direct recommendations. 
Most are general technology suites including neural networks, clustering, linear regression 
and other tools. These tools must be combined by programmers to create a complete 
solution. Examples of tools companies include DataMind, IBM, SAS, and HyperParallel. 


Companies such as HNC and Neovista provide neural network applications that directly 
improve bottom-line performance. Neural networks, while providing general functionality, 
suffer from inaccuracies and a difficulty in explaining predictions. Hence, sales of these 
products tend to require demonstration applications and long sales cycles. 


LikeMinds has several distinguishing features when compared to data-mining competitors. 
LikeMinds products produce results in real-time, unlike others in this field. LikeMinds’ 
patented technology makes highly accurate predictions with small amounts of data, 
something that was not possible when most data-mining companies began. Most data- 
mining companies are not providing applications, but rather a set of techniques for 
analyzing large volumes of data. In contrast, LikeMinds provides well-defined applications 
with direct impact on corporate bottom-lines. 


Text Analysis and Document Retrieval 


While LikeMinds does not perform text-analysis and document retrieval, the area is 
interesting because many LikeMinds customers have document retrieval problems, and 
because the algorithms are similar. 


WiseWire and Autonomy produce web-oriented document retrieval systems that identify 
web pages a target user is most likely to find useful. The offerings of both companies make 
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heavy use of neural networks. Because text-analysis is less sensitive to inaccuracies 
(there is a larger amount of data to cluster), neural network and clustering techniques have 
achieved some success in this area. Even very simple schemes based on word counting 
can provide good results. 


A spinout of HNC, called Aptex, also produces neural network text-analysis applications. It 
has specifically targeted customers where improved revenues can justify paying for high- 
cost applications. Aptex produces the automated hierarchical content system for Infoseek. 
Aptex clusters web pages by word content similarity, then constructs hierarchical tables of 
contents. Aptex also provides targeted ad delivery for Excite, Infoseek, and others, by 
using search terms to identify high click-through advertisements. 


Text analysis companies, as well as web search firms such as Verity, provide potential 
partnership opportunities for LikeMinds. Their applications are sufficiently different to limit 
competition, while their markets are similar. 


Objective filtering companies 


There are several companies who provide objective filtering solutions, including 
BroadVision, Junglee and Consumers Edge. Objective filtering works best for a well 
defined search. It has several inherent limitations which are better solved with collaborative 
filtering. In large databases of items, objective filtering requires a series of inputs from the 
user to narrow down the search. Because it learns slowly, objective filtering does not 
support impulse buying. It also is not useful where customer tastes play a key role in the 
purchase decision. Ultimately, objective filtering leads to customer frustration. In fact, 
LikeMinds believes that that objective filtering companies will realize these facts and begin 
to incorporate collaborative filtering into their products, providing additional revenue 
opportunities for LikeMinds. 


Bayesian and Rule-Based Approaches 


Two other companies merit mention in a competitive analysis: Open Sesame and 
Microsoft. Both companies make heavy use of Bayesian networks. Both companies have 
compared their approaches to collaborative filtering. 


Bayesian networks use the past behavior of a person, combined with a network of pre-set 
paths to identify what that person is trying to accomplish. Microsoft uses this technique in 
its animated paper-clip assistant. As a user clicks on buttons, menu items and moves 
around a document in Microsoft Word, the paper-clip assistant tracks the behaviors by 
following paths on a finite state machine. Some nodes indicate the user is having 
difficulties, and the paper-clip assistant then brings up a list of suggested help pages. 


Open Sesame applies a similar process to navigating a catalog. As you navigate, Open 
Sesame compares your behavior to a table of rules characterizing your intentions. As your 
behavior becomes more specific, the table suggests other areas you should investigate. 
Repetitive behaviors by a single user are identified early and Open Sesame then provides 
short cuts for the user. 


Bayesian techniques are highly suitable for tasks where the temporary objectives of a 
single user are being satisfied and where consumer taste plays little role. For example, 
searching for the right kind of screw at a hardware store, or looking through a set of 
customer support documents. Even in these cases, collaborative filtering can improve 
results over time. 


LikeMinds does not use Bayesian techniques. When consumer taste is key, or when 
aggregating behaviors from individuals creates a new result (Such as recommending store 
inventories), Bayesian networks produce poor results. Bayesian networks cannot exploit 
similarities between individuals to generate accurate taste-based predictions. 
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Table 3 summarizes how the most prominent companies in each of these fields compare 
with LikeMinds. 
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Table 3. Competitive Feature Comparison 
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Summary of LikeMinds Competitive Advantages 


Traditional and Online Business Solutions 


LikeMinds software is designed to meet modern direct marketing and retail business needs. 
Today, that means providing products that support both customer's traditional and online 
markets. The company understands that manufacturers, distributors, retailers and direct 
marketers want solutions that will help them maximize profits in both their offline and online 
businesses and build synergies between them. We have ready-to-use building blocks that 
our customers can use to build these applications, deploy them rapidly, and gain a 
competitive edge. Unlike tools companies, LikeMinds can charge a premium for its 
applications because they directly and measurably improve customer bottom lines. 


Behavior-based Targeting 


LikeMinds Cybergraphic™ targeting is reality-based targeting. Demographics defines 
markets by “who you are” and psychographics defines markets by “how you think”. These 
surrogate targeting methodologies have been exploited to the maximum extent, but they 
are not accurate enough for real-time one-to-one marketing. New tools are needed that 
work on immediately available, behavior-based transaction data which is inherently more 
reliable. Cybergraphics™ is behavioral graphics. It defines markets based on “what you do” 
-- actual purchase decisions, real product likes and dislikes. Customers using LikeMinds 
solutions can customize promotions, product offerings, and inventory for every individual 
and every store. Cybergraphic™ targeting enables marketers to truly execute one-to-one 
marketing where every individual and every store is a market. 


Real Time Results 


LikeMinds software is designed for a real-time, interactive business environment. Today's 
business is operating under new dynamics. “Just in time delivery’ is only one example. The 
number of daily transactions is large and getting larger. Customers accustomed to 
immediate gratification now demand fast service regardless of context, and decisions must 
be made in real time. New means of interacting with customers, (extranets, commercial 
Web sites), require fully automated transaction processing as part of highly customized 
service. 


While there are a number of companies dedicated to data mining and analysis, that 
analysis has typically used data gathered in discrete (batch) intervals. The end-results are 
generally forwarded to the company at regular periods, in either written or digital form. This 
works, but has drawbacks. In particular, the most recent transactions are not reflected in 
the analyzed data. Therefore decisions made from this data are “stale”, and while data is 
being analyzed, the results are not optimally useful. LikeMinds solutions meet the need for 
automated, intelligent, unattended decision-making software that can deliver immediate 
improvements in the bottom line. 


Accurate with Small Amounts of Data 


Even though companies have ever increasing amounts of data, they rarely have personal 
data on each and every customer. Current clustering methodologies and algorithms require 
lots of data to arrive at reasonably accurate predictions. With small amounts of real-time 
data, they deliver unsatisfactory results. LikeMinds solutions simplify the amount of data 
needed to create predictive models for individual users or commerce sites. Because 
LikeMinds solutions are collaborative and use readily available behavior-based data (such 
as purchase history), there is no need for extensive demographic or psychographic data, 
which has historically served as the basis for predictive modeling. 
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Efficient with Large Amounts of Data 


Historically, performing analysis on ever-larger amounts of data decreases efficiencies, as 
analysis must be conducted in a more cursory fashion for expediency -- a traditional liability 
of data analysis software. For example, performing a statistical analysis of real-time data 
might prove overwhelming; the analyst might resort to simply using sub-sets (samples) of 
data to determine statistical metrics, such as means and standard deviations. But in using 
sampling, one might miss finer shades of change or miss anomalies altogether. Moreover, 
trends would be spotted well after-the-fact. 


However, the use of collaborative filtering based learning turns the liability of too much data 
into a virtue, because the data itself can train the program to look for anomalies, and the 
more data fed into the system, the more statistically robust the results are. 


Patented Collaborative Filtering Engine 


There is a cost to inaccurate predictions. This is especially true in direct marketing 
applications where small inaccuracies in targeting can lead to big hits against the bottom 
line. Accuracy is also critical to building consumer trust. LikeMinds collaborative filtering 
engine has been thoroughly tested in several consumer marketing applications and delivers 
satisfying and superior accuracy. 


Superior technology is what makes LikeMinds highly accurate. LikeMinds is the only 
collaborative filtering company that owns three issued patents on its algorithms, dating from 
1989 and 1991 and recently filed a fourth that covers recent innovations in the technology. 
LikeMinds algorithms are more accurate than rule-based, clustering, and neural network 
approaches. This accuracy is detectable by consumers, and LikeMinds exploits this by 
suggesting evaluators compare LikeMinds to competitors. The company continues to push 
the boundaries and broaden the application of collaborative filtering and related statistical 
analysis software through ongoing development and testing. 


Explainable 


LikeMinds software isn’t a black-box where data goes in and unexplainable results come 
out. The results of LikeMinds predictions can be explained, errors can be identified and 
corrected and additional data can be extracted by using new analytical techniques. 
Because LikeMinds technology is statistically based, reversible and explicit, it can be 
correlated with traditional demographic and psychographic targeting, allowing LikeMinds 
results to be explained to customers in familiar and understandable terms. 
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MARKETING 


One Channel — Two Markets 


LikeMinds is targeting the entertainment, retail/direct marketing and 
manufacturing/distribution vertical markets. LikeMinds strategy is to attack both the 
traditional offline market for knowledge discovery and targeting software in these verticals 
as well as the emerging online commerce market. These two markets are highly 
complementary as early experience has demonstrated that customers are eager for 
products that can be leveraged in both markets. 


Target Market - Direct Marketers 


LikeMinds sees direct marketers as the ideal target market for LikeMinds for several 
reasons. First, this market is database driven and numbers focused, which plays to 
LikeMinds strengths in database and statistical analysis. Second as Morgan Stanley's July 
97Internet Retailing Report points out, “Over the next several years, Internet retailing will 
likely pose the greatest challenge (opportunity) to traditional mail-order retailers whose 
products overlap with the fastest growing Internet sectors. Those retailers will probably 
need to develop viable Internet strategies... Again for catalogers today, the strategy should 
clearly be to build a strong Internet presence and eventually shift capital investments to the 
Internet rather than traditional cataloging.” Morgan Stanley makes the winning strategy for 
conquering this market clear; provide products that can bridge the gap between direct 
marketers traditional way of doing business (catalogs, telemarketing, tele-shopping, direct 
mail, etc.) and online commerce. LikeMinds is capitalizing on this opportunity by providing 
solutions to the direct marketing industry that meet this need. 


Offline Market Size 


The direct marketing industry is currently $113 billion in direct to consumer mail order sales 
according to Morgan Stanley. This industry is under increasing pressure to improve 
response rates and refine “customer intimacy” or personal selling. Response rates average 
2-3 percent. Even at Columbia House, the largest direct mail company in the U.S., 
response rate is a low 5 percent. Improving response by fractional amounts generates 
huge returns to the direct marketing industry. (A 1/2 of 1 percent improvement yields 20-30 
percent more profit.) In the consumer direct marketing industry alone, the market for target 
marketing software applications today is estimated at $1.2 billion (or 1% of sales). 


Business-to-business may be an even larger opportunity. Morgan Stanley pegs business- 
to-business direct marketing at $258 billion in sales or approximately 2 ¥% times the size of 
the consumer direct marketing industry for a total market size of $371 billion. 


Finally, non-direct marketing sales still constitute over 90% of the $4.9 trillion in U.S. 
commerce. LikeMinds software can improve merchandising mix, inventory planning, and 
sell-through for traditional brick and mortar manufacturers, wholesalers, retailers and 
distributors as well direct marketers. 


Online Market Size 


In the online world, knowledge discovery and target marketing software will enable web 
retailers and content providers to collect data from their users and use it to present 
customized on-screen offerings. The need for “personalization” software is expected to 
grow as web commerce grows. 
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The domestic mail order/direct marketing industry took 20 years to rise from virtually 
nothing to the aforementioned $371 billion in sales. Morgan Stanley believes that the Web 
is ramping 3-5 times as fast as the PC industry did, and that Internet retailing could reach 
the same size as the mail order/direct marketing industry in 5-8 years. 


Market size is difficult to predict. As Morgan Stanley says “sizing the market for Internet 
retailing seems a bit like pick a number, any number... When you do simple stuff like 
include onlineWeb assisted auto sales in Internet retailing data, the numbers get very big 
very fast.” Forrester Research and Jupiter Communications predicted web commerce to 
reach $6-$8 billion by the year 2000. A 1997 International Data Corporation report 
forecasts E-commerce including both consumer and business-to-business segments will 
top $186 billion by the year 2000. 


Regardless of source, the trend points to a quickly expanding market for new software 
applications to support this trend. Forrester projects the market for Internet commerce 
servers from companies like Open Market, Microsoft, and IBM and Oracle will grow from 
$22.4 million in 1997 to $3.2 billion by the year 2000. 


The commerce server market segments into 3 areas of needs or opportunities: 1) pre-sales 
which includes shopping and browsing tools (like catalog interface and navigation devices, 
personalized shopping assistance and promotions; 2) sales which includes order taking, 
credit card or P.O./invoice verification, and sales tax calculation; 3) post sales which 
includes purchase analysis and sales projections. 





Given a $3.2 billion total market projection by the year 2000, and assuming each segment 
is approximately equal in size, each of these areas represents about a $1 billion 







opportunity. 
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Figure 6. Online Market 


LikeMinds technology provides highly valuable solutions to the area of pre-sales and post- 
sales. LikeMinds personalization tools can make personal product recommendations in 
real-time, help people decide what to try and what to buy online, deliver personalized 
messages and promotions on-the-fly and can efficiently help retailers analyze and mine 
their customer data for better target marketing. This represents a $2.1 billion market 
opportunity to sell pre-sales and post-sales solutions in the year 2000. 


Market Size Summary 


In summary, LikeMinds has the potential to compete and succeed in two very large 
markets. We project the potential market for LikeMinds software in Web commerce to 
reach $2.1 billion. We project the market for target marketing solutions for the consumer 
direct marketing industry to reach $1.1 billion. Business-to-business applications such as 
inventory management, catalog navigation, and distribution allocation present an additional 
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and potentially much larger opportunity. Based on the total available market, LikeMinds can 
easily become a $200 million company within five years. 


Market Entry Strategy 
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Figure 7. LikeMinds Target Market 


LikeMinds has targeted the Entertainment, Retail/Direct Marketing and 
Manufacturing/Distribution vertical markets. LikeMinds will initially focus on those 
customers that have both online and offline components to their business. This market 
niche plays to LikeMinds strengths and allows selectively going after a market LikeMinds 
can dominate at the outset. At the same time it positions LikeMinds away from competitors 
that are focused either online or offline. But this market will grow rapidly as consumer 
products companies inexorably move to the Web as a major new marketing and distribution 
channel. This strategy ensures LikeMinds a growing customer base, and positions 
LikeMinds well for long term growth and profitability. 
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Figure 8. Market Penetration Strategy 


Market Penetration Strategy 
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LikeMinds is targeting market segments where its highly accurate targeting solutions will 
have the most impact on customer's bottom line. Each vertical solution allows further 
penetration in its specific market. As a given technology in a market becomes mature, 
LikeMinds has the option to “shrink-wrap” the solution to further penetrate the market. 


Specifically, LikeMinds will leverage its relationships with premier direct marketer Columbia 
House, premier manufacturer/distributor Levi Strauss and Co., and a premier catalog 
company to demonstrate proof-of-concept and develop metrics which lower the bar, 
shorten the sales cycle, and foster additional sales. 


Target Customers 


Marketers and IT Professionals 


The VP of Marketing is the key to LikeMinds “one channel, two markets” strategy. He/she is 
usually the person most focused on response rates, targeting, and the bottom line, and is 
often the most enlightened and receptive person to new, cutting edge segmentation tools. 
The VP of Marketing is typically the most knowledgeable about online commerce, and is 
often the driver behind expansion into online sales and marketing. He/she either maintains 
the budgets to pay for our products or drives influence over the IT budget where expense 
for direct marketing or statistical modeling software may fall. 


Other target customers are marketing professionals throughout the organization 
responsible for target marketing and response rates, data collection and analysis, and 
clustering and statistical modeling tools. Customer experience has shown that these 
marketers are often paired with IT professionals responsible for implementing the 
collection, warehousing, processing and analysis of customer databases. Most of the time, 
these professionals are responsible for both the online as well as traditional channels of 
business. LikeMinds software addresses both markets seamlessly. The company sells to 
one customer responsible for both offline and online applications. 


Target Customer Benefits 
e Improves purchase and response rates. 
e Increases size of purchase per customer. 
e Efficiently enables real one-to-one marketing. 
e Improves customer satisfaction thereby reducing return rates and costs. 
e Drives loyalty and repeat purchases. 
e Provides real immediacy to promotions. 


e Generates real-time intelligence that can be used while the customer is online or on the 
phone 


e Provides an automated way to optimize inventory (selection, placement and size) both 
against customer's profiles and simultaneously against real constraints like floor space, 
catalog pages, time on TV, etc. 


Value Added Resellers 


A secondary customer for LikeMinds solutions are value-added reseller (VARs) in both the 
traditional back office and online worlds. In the offline arena, these VARs provide a wide 
variety of consulting and database management services. In the online world, VARS are 
primarily web developers hired by LikeMinds’ customers to develop their web sites. They 
advise on web commerce and personalization tools, and often are called on to integrate the 
online commerce site with a company’s existing IT infrastructure. 


Brand Strategy 


LikeMinds’ brand will represent the premiere predictive modeling and precision targeting 
solutions of the new interactive age. LikeMinds solutions are new and innovative 
technology, not just a re-engineering of old tools. The marketing world is becoming 
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dissatisfied with demographic and psychographic targeting. These blunt tools were suitable 
for mass media (print, radio, TV) where personalized targeting isn’t possible, but the 
emergence of the Web as a new medium requires a new and more refined targeting 
methodology. 


LikeMinds calls its new targeting methodology Cybergraphics™ . Cybergraphics™ is 
targeting consumers based on what they do rather than who they are (demographics) or 
what they think (psychographics). Cybergraphics™ is a term derived from the computer 
industry because the computer is the progenitor of this new targeting tool. LikeMinds has 
the opportunity to create a new product for a new era. And LikeMinds intends to make its 
name and Cybergraphics = synonymous with personalized, precise targeting in the same 
way that Xerox means copies. 


LikeMinds brand strategy is two-fold. First, seed the company brand in the direct marketing 
and retailing industries. Second, associate its name with, and own, the term 
Cybergraphics™. LikeMinds with accomplish these goals through traditional marketing 
efforts for our offline products and by employing an online branding strategy similar to the 
Intel Inside™ campaign. For example, when a customer uses WebSell to make product 
suggestions or recommendations on its web page, it must display the LikeMinds logo to 
symbolize LikeMinds’ brand of precision targeting solutions. 


Key Messages 
e LikeMinds is the leader in predictive modeling and precision target marketing solutions. 


e LikeMinds software drives “share of wallet” by turning simple purchase data and other 
readily available information captured either online or off into very accurate targeting 
and product purchase predictions. 


e LikeMinds technology and solutions are more refined, robust and accurate than the 
traditional tools marketers use, especially for the product specific (SKU) world that 
direct marketers live in, and for the real-time interactive world of online commerce 


e LikeMinds technological foundation stems from key patents in a new field of statistical 
analysis and collaborative filtering. 


e Cybergraphic™ behavior-based targeting is Superior to older targeting technologies. 
LikeMinds is synonymous with Cybergraphics" 


e LikeMinds is at the forefront of supplying real world solutions using this new and highly 
accurate technological innovation. 


Marketing Execution Strategy 


Marketing Communications and Advertising 


LikeMinds goal is to capture share of mind in the direct marketing and electronic commerce 
industries. The direct marketing industry is especially focused on the emerging e- 
commerce opportunity and is seeking real solutions that bridge between online commerce 
and their traditional direct mail, telephone or TV channels. LikeMinds will use its foundation 
and expertise online to our advantage as follows: 


e LikeMinds will sponsor key industry events where we can demonstrate our solutions 
(industry tradeshows and conferences, business forums.) 


e Write articles for and solicit coverage in key industry magazines: 


a Direct Marketing & Retail Industry 
Q DM News, DMA Newsletter and online zines, etc. 
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Catalog Industry 

Data Mining and Knowledge Discovery Industry 
Web Developer Industry 

General Computer Industry 


Oooo 


e Write and distribute technical and marketing “white papers” targeted at key industry 
analysts and influencers such as Jupiter Communications, Forrester Research, 
Gartner, IDC, and the DMA. 


e Advertise LikeMinds online at industry sites oriented to our target customers like DM 
News, Catalog Age and the DMA web site. 


e Develop and maintain a high-quality LikeMinds web site with regularly updated stories 
featuring Cybergrphics™ on direct marketing solutions and interactive marketing 
industry news 


Conferences and Tradeshows 


LikeMinds will attend and pursue speaking engagements at key trade shows, conferences 
and seminars for the following industries: 


Direct Marketing and Catalog Industry 
Retailing 

Data Mining and Database Management 
E-Commerce 

Entertainment 

Web Developers 

Internet and Intranet 
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SALES PLAN 


To meet projections, the LikeMinds sales team will sell 25 licenses in 1998 and 59 licenses in 1999. 
Sales projections are contained in Table 4 below. 


(number of products sold) 1998 1999 2000 2001 2002 


Web Sell 9 21 47 95 165 
Sellthru 6 14 32 63 110 
Direct Sell 6 15 34 68 118 
Focus Sell 4 9 20 41 71 


Total 25 59 133 267 464 


Table 4. LikeMinds Sales 


Direct Sales 


LikeMinds anticipates the majority of sales will be direct to customers by the LikeMinds 
sales force. LikeMinds predictive modeling and precision targeting software solutions 
require a highly technical sell by a skilled and knowledgeable sales professional with a solid 
background in information technology. LikeMinds sales people will typically have to interact 
with a customer’s Chief Technology Officer or Chief Information Officer. 


Distribution 


In addition, LikeMinds is partnering with, and has signed Value Added Reseller 
agreements with several Web design studios and is actively engaged with several others. 
The studios provide design, customization and technical support services to our customers, 
and receive favorable pricing for LikeMinds products, training and technical support. 


Sales Process 


LikeMinds has instituted a rigorous customer qualification and tracking process to assist in 
forecasting revenues and managing customer relations. The process qualifies every 
customer by asking them 20 questions about their business including questions regarding 
budget, urgency, and strategic fit. The Vice President of Sales and Marketing reviews each 
questionnaire for completeness and assigns a priority to the customer. Each customer is 
then managed through a 12 stage process from first contact to contract signing. Only 
customers that meet the qualification process and are in late stages of the sales process 
are forecasted for revenue. 
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FINANCIAL AND OPERATIONS PLAN 


Revenue Model 


Customers pay an initial license fee and annual recurring fees for each LikeMinds product. 
Products can be purchased separately or in combination with other products. 


Pricing for all LikeMinds products is loosely based on customers’ expected savings or 
additional revenue. Since LikeMinds products provide measurable improvements, 
customers are willing to spend a portion of the cost savings or incremental revenue in 
transaction or usage fees. 


For WebSell, recurring revenues increase each year as customer site traffic increases, 
realizing additional revenue for LikeMinds as our Web customers benefit from installing this 
product. 


For the other products, LikeMinds expects to receive an initial license fee with annual 
recurring revenue based upon the number of transactions generated by LikeMinds 
products. LikeMinds also charges installation and customization fees based upon the 
amount of work involved. 


As software companies grow, revenue per employee generally grows. Table 5 shows how 
LikeMinds revenues are projected to grow as it begins to dominate the market, and takes 
advantage of economies of scale. 


Year Revenue per Employee 
1998 $51,316 


1999 $69,806 

2000 $136,265 
2001 $202,513 
2002 _ $283,493 


Table 5. LikeMinds Revenue per Employee 


Financial Projections 


LikeMinds projects $3.9 million in revenues in 1998 and $10.8 million in revenues for 1999, 
assuming $5 million in funding by December 1997. The plan projects that LikeMinds will 
turn profitable in the year 2000. 


We have sized the financial projections to meet a $134 million revenue opportunity in 2002. 
If customer demand for consumer intelligence applications meets current forecasts (see 
previous discussion), LikeMinds will consider acquiring complementary technologies 
beginning in early 1999. Taking advantage of this large market opportunity will require 
additional funding in early 1999. 
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(000’'s) 1998 1999 2000 2001 2002 





Revenue 

WebSell $900 $2,220 $5,157 $10,896 $21,035 
Sellthru $1,050 $2,975 $8,845 $19,684 $40,040 
DirectSell $1,050 $3,150 $9,439 $21,053 $42,862 
FocusSell $900 $2,475 $6,272 $14,388 $30, 121 


Total Revenue $3,900 $10,820 $29,713 $66,021 $134,059 
COGS $583 $957 $1,475 $2,618 $5,071 
Operating Exp 

Engineering $2,754 $6,255 $10,283 $13,934 $20,853 
Marketing/Sales $2,181 $5,339 $12,976 $25,500 $45,090 


Administration $790 $2,432 $4,466 $6,631 $10,207 
Total Oper Exp $5,725 $14,027 $27,725 $46,065 $76,150 


Net Income ($2,235) ($3,966) $612 $12,821 $32,002 


Table 6. Income Statement 


LikeMinds income projections are summarized in Table 6. The appendix contains more 
detailed financial projections. 


Operations 


Personnel 


LikeMinds has 9 existing employees and one independent contractor: 








6 software engineers 


3 marketing/sales professionals 











1 administrative professionals 





The staff is projected to grow to 76 employees by the end of 1998: 





35 engineers 








11 licensing setup engineers and design professionals 





a 24 marketing/sales professionals 











o 6 administrative professionals 


Offices 


LikeMinds is located at 457 Bryant Street (between 2™ and 3" Streets) in the heart of the 
South of Market area in San Francisco. Its existing lease is a month to month lease and it 
is anticipated that LikeMinds will need to locate new offices in the first quarter of 1998. 


Investment Sought 


LikeMinds is seeking $5 million in venture capital to continue to build our software 
engineering team and to complete development and marketing of our LikeMinds products. 
The funds will be used primarily to hire engineering, marketing, and sales personnel, and 
fund marketing efforts targeted at direct marketing and consumer retail decision makers. 
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With minimal funding, the LikeMinds team has made significant progress in the last nine 
months. We have signed as many customers as each of our competitors. We have 
developed new technologies and filed patent applications to protect them. Leading 
publications identify LikeMinds as one of three leading vendors of collaborative filtering 
technology. To continue our winning strategy, however, LikeMinds requires additional 
financial resources. 


Exit Strategy 


There are two exit strategies for LikeMinds invesiors. LikeMinds plans to go public when its 
revenues reach the $30 million+ level in the year 2000. Alternatively, LikeMinds could be 
acquired by a direct marketing, data mining, or platform company. LikeMinds has shipping 
products, top-tier customers, owns key technologies and has very desirable employees, 
making the company an attractive acquisition. 
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LIKEMINDS BACKGROUND 


History 


LikeMinds was founded in April 1997 by a team of 10 people with management, 
engineering, and marketing talent from Songline Studios and Chaco Communications, 
patents from Neonics, and seed capital from O'Reilly and Associates. Together as merged 
companies, the 10-person LikeMinds team has managers with very complementary skills 
and an experienced software development team. The team had been working together 
since October 1996. Key players include Chief Executive Officer Mark Jacobsen, Chief 
Technology Officer Dan Greening, and Executive Vice-President Steve Kanzler. 


LikeMinds'’ initial strategy was to attract customers from all industries who wanted one-to- 
one marketing technology for the web. In July 1997, LikeMinds changed its strategy from 
tools to solutions, and began developing software applications for specific markets and end 
users. 


LikeMinds has seed funding from O’Reilly & Associates, a pioneering Internet software and 
publishing company. 


Management 


The LikeMinds management team is listed in Table 7. LikeMinds management provides a 
complement of strengths, including present and former chief executive and operations 
officers, marketing and sales management experience, software engineering management 
talent, and startup experience. 





Name Position with the Company 

Mr. Tim O’Reilley Chairman 

Mr. Mark Jacobsen President and Chief Executive Officer 

Dr. Dan Greening Chief Technology Officer 

Mr. Steve Kanzler Senior Vice President, Sales and Marketing 
Ms. Linda Della Vice President, Marketing 


Mr. Jim Doubek Vice President, Engineering 
Table 7. Management Team 


Tim O’Reilly, Chairman 


Tim O'Reilly is founder and president of computer book and software publisher O’Reilly & 
Associates. In addition to publishing pioneering books like Ed Krol’s Whole Internet Users 
Guide and Catalog (selected by the New York Public Library as one of the most significant 
books of the twentieth century), O'Reilly has also been a key figure in the popularization of 
the Internet. O'Reilly's early evangelism about the web reportedly inspired the 
development of Mosaic at NCSA, and its Global Network Navigator (GNN) was the first true 
commercial site on the Web. GNN was sold to America Online in 1995, but O’Reilly 
continues to pioneer new developments on the Web through investments in companies 
such as Songline Studios, LikeMinds, and ActiveState Tool Corp. 


Mark P. Jacobsen, President and CEO. 


Mark Jacobsen directs all operational and financial matters at LikeMinds and manages 
strategic alliances. From 1995 to 1996, he was Senior Vice President, Business Affairs for 
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Songline Studios with oversight of all financial and operational matters. At Songline, 
Jacobsen brought the company to profitability by re-launching Web Review in partnership 
with Miller Freeman, publishing two lines of Internet books, and developing contract studio 
projects for the Web. From 1993 to 1995, Jacobsen was general counsel and manager of 
business affairs at Colossal Pictures. At Colossal, he played an instrumental role in 
establishing alliances with major entertainment, cable and CD-ROM publishing companies. 
From 1984 to 1992, Jacobsen had a successful career as a partner with the law firm of 
Mandel, Buder & Jacobsen and as an associate at Brobeck, Phleger & Harrison. Jacobsen 
has served as the president of several community organizations and as a director of the 
North Bay MultiMedia Association and the San Francisco Chamber of Commerce. 
Jacobsen holds a J.D. from Georgetown University Law Center and a B.A. from St. Olaf 
College. 


Dan R. Greening, Ph.D., Chief Technical Officer 


Dan Greening provides strategic engineering vision to LikeMinds and high-level technical 
sales. Greening is an experienced entrepreneur and has been instrumental in the success 
of two start-up companies. From 1994 to 1996, Greening was CEO of Chaco 
Communications, a profitable bootstrap start-up that built and sold one of the first VRML 
(3D Internet graphics) viewers and multimedia social interface tools. From 1991 to 1993, 
he was Director of Frameworks at Software Transformation, which was purchased by 
Novell for $27 million. After the purchase of Software Transformation, Greening led a joint 
Novell-Borland development team. Greening has been a software engineer since age 14, 
when he used money from his rural paper route to pay for computer time at a local college. 
At 15, he begged for and landed a programming job (at minimum wage!) with a local oil 
exploration company. Greening has been involved in the computer industry since that time, 
including a 2-year stint at the IBM T.J. Watson Research Center. Greening has Doctoral 
and Masters degrees in computer science from UCLA and a Bachelor’s degree in computer 
engineering from the University of Michigan. 


Steve Kanzler, Senior Vice President, Sales and Marketing. 


Steve Kanzler directs sales and marketing efforts for LikeMinds. From 1992 to 1996, 
Kanzler was an independent software consultant to software startup companies. From 
1987 to 1992, he was employed by Microsoft Corporation in product development and 
marketing, most recently as National Marketing Manager of Microsoft's Enterprise Systems 
Division. In this role, Kanzler designed, developed and rolled out the Microsoft Solution 
Provider Program as a new distribution channel for Windows NT and Back Office. In 
addition, Kanzler was responsible for nationwide marketing of Microsoft networking 
products through the Microsoft direct sales force. In recognition of his contributions, 
Kanzler received the 1990 U.S. Sales and Marketing Division’s Top Contributor award for a 
non-sales force Microsoft employee. From 1984 to 1987, he founded and ran Ziff-Davis 
Publishing’s first product evaluation and testing lab, and analyzed and wrote about the 
industry for PC Week, PC Magazine and other Ziff publications. From 1981 to 1984, 
Kanzler worked at PC industry pioneer North Star Computers in product development. 
Prior to that he designed and developed microprocessor-based process control systems at 
Lawrence Berkeley Laboratory and UC Berkeley. In 1993 Kanzler founded and served as 
CEO and President of the North Bay Software and Information Technology Assoc. Kanzler 
attended the United States Navy's Nuclear Power School and served as a nuclear engineer 
and reactor operator in the United States Navy. 


Linda Della, Vice President, Marketing. 


Linda Della provides strategic market research, analysis and planning to the LikeMinds 
executive management team. Her marketing and advertising background in consumer and 
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business-to-business products provides real-world experience to the LikeMinds product 
development process. In 1995 and 1996, Della was Vice President, Marketing and Sales 
for Songline Studios where she launched three Internet related products and provided 
marketing consulting to other Internet start-up ventures. From 1989 to 1995, Della was in 
consumer product marketing at Sun-Maid Raisins and the Clorox Company where she 
managed large, established brands as well as launched new products. Previously, Della 
was an account supervisor at DDB/Needham in Los Angeles, where she helped acquire 
and then managed the healthcare division’s largest account, Baxter Corporation’s 
Operating Room Division. Della holds an MBA from the University of California, Berkeley 
and dual BAs in public administration and political science from San Diego State University 
where she was valedictorian. 


Jim Doubek, Vice President, Engineering 


Jim Doubek is responsible for engineering at LikeMinds and handles scheduling, managing 
and delivering of LikeMinds products. From 1994 to 1996, Doubek was Vice President, 
Engineering at Chaco Communications, where he delivered the first real-time multimedia 
Internet client, Pueblo, and one of the first VRML viewers. From 1989 to 1994, he was 
Director of Appware Foundation at Software Transformation and then at Novell after the 
acquisition. Appware Foundation was a portable graphics, user-interface, and networking 
API. Doubek designed much of that API, and implemented parts of the Windows3.1 and 
Windows95 versions. He ported Macromind’s Lingo interpreter from Macintosh Pascal to 
Windows C. Jim has managed large groups of programmers in several projects and has 
successfully scheduled and delivered results on time. As a senior software engineer at 
Price Waterhouse and ATAC, Doubek designed and wrote several knowledge-based 
applications. He also wrote graphical CAD, CAE, and CASE applications on several 
platforms, including UNIX. Doubek has Masters and Bachelors of Science degrees in 
Mathematics from the University of Miami. 
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